elastic is the demand for U.S. burley in these Therefore, the great differences between the European markets, the more exports will expand prices of U.S. and foreign burleys could be toif U.S. prices are lowered. Evidence is also protally the result of quality differences. However, vided on the growth potential of these foreign this does not preclude some substitution between markets.
U.S. and foreign burleys. As long as this possibilThe United States has seen substantial erosion ity exists, the total demand for the American of its share of world burley trade since the late product could be very price responsive. 1960s. The U.S. accounted for 49 percent of
In order for total revenue of U.S. burley proworld burley exports in 1965, but it has acducers to increase from additional production counted for only about 27 percent of world ex-(therefore reducing the price), the elasticity of ports since 1975 (USDA, Foreign Agricultural demand for burley tobacco must be greater than Circular). However, the volume of its exports unity in absolute value. Other studies (Mann; has doubled since 1965. Therefore, the erosion of Reed) have found that the demand for burley tothe U.S. market share has come from an increase bacco in the domestic market is inelastic. Therein exports from other countries, rather than a fore, other things equal, the only way that an decrease in U.S. exports. increase in the quota can increase revenue to Imports of burley tobacco by the United States producers is if the export demand elasticity for have been increasing steadily. From 1960-69, U.S. burley is elastic enough to offset this loss of flue-cured and burley imports totaled 4,936 metrevenue in the domestic market. ric tons, compared to this country's production Previous studies on the market for burley toduring that period of approximately 8.2 billion bacco have concentrated on our domestic market metric tons: imports accounted for less than .01 (Mann; Sutton) . The only study that examines percent of total production for the United States.
the impact of the U.S. burley price on U.S. exDuring 1977-79, we imported 19,969 metric tons ports of burley is by Reed. Reed used an equaof burley alone, while producing 760,049 metric tion in his block recursive model to explain extons. Imports during this more recent period ports of burley and found that exports were price were about 2.6 percent of U.S. production responsive; however, he found that the demand (USDA, Foreign Agricultural Circular and Tofor U.S. exports was inelastic.
bacco Situation); in recent years, this country Capel's study on exports of flue-cured tobacco has been one of the leading burley importers.
is the only attempt at studying the demand for The U.S. is not the only large exporter and any type of tobacco on a national basis. He used a market share model to explain U.S. flue-cured The country's cigarette production is included exports to various foreign markets. His model in equation 1 to capture the fact that the demand specified the U.S. market share as a function of for burley tobacco is derived from the demand the relative price of U.S. tobacco. The main diffor cigarettes. Typically, manufacturers, in a ficulty he encountered was that data on the total given marketing year, wish to buy tobacco to reamount of flue-cured tobacco imported by a parplace that which has been used in the making of ticular country were not available. Total fluecigarettes. Hence, there is a structural link becured imports had to be constructed from data on tween cigarette production (or tobacco disaptotal tobacco imports and estimates of the U.S. pearance) and the demand for tobacco (and, market share from agricultural attaches. Capel therefore, the import demand for tobacco). This found that the elasticity of substitution between specification is consistent with the specifications U.S. flue-cured and other flue-cured tobacco varof Reed and Sutton in which the demand for buried greatly from country to country. ley was structurally influenced by domestic disappearance. Equation 2 explains the importing country's MODEL SPECIFICATION per-capita production of cigarettes. Per-capita cigarette production is a function of per-capita The model specified here is somewhat similar income. Cigarette prices are not included in this to Capel's model. The main difference is that specification, because data on cigarette prices Capel's model explained the U.S. share of a are available from only a few foreign countries. market, whereas this model estimates the volume
In addition, the prices of various brands of of U.S. exports to that market. We chose to precigarettes vary so widely in foreign countries that dict the volume of American exports rather than the data could be misleading. the share, because no reliable data are available Equation 3 is simply an identity. In this model, on total imports of burley tobacco by country or population and per-capita income do not have a region. A three-equation recursive model was direct link to burley imports. The structure is that used to explain the market for U.S. burley in population and per-capita income affect cigarette European markets. The specification for a given production, which, in turn, affects burley imcountry follows:
ports. Earlier specifications of equation 1 included (1) USX = g(CP, RP) production of burley tobacco by the importing (2) CPP = f(Y) country as a variable. Also, the prices of U.S.
(3) CP = CPP * POP burley and of foreign burley were included as separate variables. These earlier specifications where were judged inferior to equation 1 on the basis of t-values on coefficients and R 2 . USX is imports of unmanufactured burley to-
The European countries included in the analybacco from the U.S. (in metric tons), sis were Denmark, West Germany, Italy, and the CP is cigarette production in the importing Netherlands, of the European Economic Comcountries (in millions of pieces), munity (EEC); and Finland, Norway, Portugal, RP is the relative price of U.S. burley toSweden, and Switzerland, of non-EEC Europe. bacco in the importing country (unit These countries are the leading European imfree), porters of U.S. burley. In addition to the individ-CPP is per capita cigarette production in the ual country models, separate models for the importing country, EEC, non-EEC Western Europe, and all West-Y is per capita GNP in the importing counern Europe were fitted in order to provide a more try (in thousand dollars), and aggregated view. POP is population in the importing country. Equation 1 explains a country's import demand DATA for U.S. burley tobacco. Import demand is a function of cigarette production and of the price
The Common Agricultural Policy of the EEC of U.S. burley relative to the price of burley from plays an important role in determining the EEC's other exporting nations.' Foreign prices were trading pattern for tobacco. Two components are transformed into dollars using an exchange rate, particularly relevant to this study. One is the thus the relative price of U.S. burley is unit free.
buyer's premium, which is an amount paid to This specification assumes that American burley manufacturers per pound of EEC-grown burley tobacco is different from that produced by other tobacco that they purchase. This makes the real burley exporters (as Capel's specification did), cost of EEC-grown tobacco to manufacturers and that all non-U.S. burleys are perfect substilower than the average grower's price. The sectutes among themselves.
ond element is the tariff on imported burley to-bacco from the United States. Therefore, the are available upon request. Instead, only the rebuyer's premium was subtracted from all EEC suits for the EEC, non-EEC Western Europe, prices, and the tariff was added to the U.S. prices and Western Europe are reported. used for this study. Tables 1 and 2 show the coefficient estimates Data on imports of U.S. burley, cigarette proand standard errors for the regional models. All duction, and all burley prices (including the buycoefficients are elasticities, because the specifier's premium and tariffs) were obtained from the cation is log-linear. The results of the import de-USDA. Population, GNP, and exchange rates mand equations indicate that cigarette produccame from the International Monetary Fund. The tion is a major determinant of burley imports for observation period was from 1959 to 1978 on an the EEC and total Western Europe. The elasannual basis.
ticities of demand for U.S. burley with respect to Unfortunately, the data on imports of burley cigarette production for these two areas were .68 from the U.S. are not adjusted by transshipments and .71, respectively. If one assumes that the for any countries. Even if transshipments of proportion of U.S. burley in an American-blend American burley were known, it would not accigarette manufactured in these markets remains count for re-exports after U.S. burley had been the same, these elasticities measure the percentblended with other burleys or other types of toage of additional cigarette production that is of baccos. This is a problem when analyzing the the American blend. In other words, if U.S. burEuropean market for U.S. burley.
Rotterdam is a leading port for all of Europe because it can handle large ships. Goods are pean countries.
b CP = cigarette production in importing countries. RP = relative price of U.S. burley in importing countries. * Significance at the 5 percent level. RESULTS ** Significance at the 1 percent level.
Seemingly unrelated regression (SUR) was employed to estimate the coefficients for equa- vidual country results are not reported here, but ley imports can serve as a guide as to the amount CONCLUDING REMARKS of American-blend cigarettes produced, then these results show that 68 percent of the increase
The results of this study indicate that, at least in cigarette production in the EEC will be Ameriin some foreign markets, U.S. burley sales are can blends. For non-EEC Western Europe, only price responsive. That is consistent with the 21 percent will be American blends under these more aggregated results by Reed. However, even assumptions.
in the markets studied, demand elasticities are U.S. burley exports were found to be signifiless than unity. Given the results of this study cantly price responsive for the EEC only, with a and previous estimates that the demand for price elasticity of demand of -. 78. The price cigarette tobacco in the U.S. is inelastic, one elasticity of demand for non-EEC Western Eumust be skeptical of the argument that increases rope model was actually positive. However, one in production will bring large increases in burley must remember the problems with transshiptobacco exports. Exports and domestic disapments for the non-EEC Western Europe model. pearance do increase, but this increase will not Transshipments from EEC countries are not accompensate for the lower price when one considcounted for by the import data for non-EEC ers the domestic and European markets for burcountries.
ley. The price elasticity is negative, but not signifiIt is possible that other world markets have a cant, for the aggregated European model. One much greater import demand elasticity than problem with the aggregated European model is found in this study. Asian countries such as that the cost of imported U.S. burley differs beSouth Korea and Taiwan, which are major tween EEC and non-EEC countries because of growth markets, and African countries may be the EEC tariff on U.S. burley. In addition, the much more price conscious in their purchasing buyer's premium, which is paid to EEC decisions. This is an obvious avenue for future manufacturers for use of Italian burley, is not research. relevant to non-EEC countries. 2 Therefore, the Burley producers and the burley industry as a accuracy of the relative price variable is diwhole must remember that total burley exports minished in the equation for all Western Europe. from the U.S. have been increasing. A key to this The results of the cigarette production equatrend has been the promotional work in overseas tions (Table 2) indicate that per-capita income is markets, which has increased the demand for an important determinant of cigarette production American-blend cigarettes. In some markets, the for the regions studied. All income elasticities increase in burley imports from the U.S. has outwere less than one and were significantly differstripped the increases in cigarette production (on ent from zero at the 1-percent level. The income a percentage basis). A continuation of this would elasticities ranged between .31 and .35.
be of great benefit to burley producers. By substituting the results of equations 1 and It is difficult to say anything about American 2, and using the identity (equation 3), one can exports to non-EEC Western Europe. The result obtain reduced-form elasticities for the demand that cigarette production in non-EEC Western for U.S. burley. These reduced-form elasticities Europe has little effect on burley imports from are shown in Table 3 . All reduced-form elasthe U.S. may indicate a great potential for exticities are of the expected sign, except for the panding the American-blend cigarette and, thereelasticity of relative price for non-EEC Western fore, the demand for U.S. burley. It is possible Europe.
that in future years, the American-blend cigarette could play as great a role in non-EEC Western The results of this study indicate that popula-2 The relative price used in the analysis for "all Western Europe" is the relative price in the EEC.
tion increases can have substantial impacts on ever, the essential finding from this study is that burley imports from the U.S. However, Euincreases in American production will not generrope's population has been growing at a fairly ate large increases in exports or export revenues low rate in recent years (about .25 percent per for U.S. burley producers in European markets. year). The developing countries mentioned earDemand factors, such as population, income, lier may be the key to increased exports as a and opening of new markets, may hold much result of population and income growth. Howmore promise.
